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GN Annual Report 2005 /DZJ/

At a meeting today, the Supervisory Board of GN Store Nord discussed the present annual report for
2005. The annual report has been prepared in accordance with the Intemational Financial Reporting
Standards as approved by the EU and additional Danish disclosure requirements for the annual
reports of listed companies.

Haje-Taastrup, February 22, 2006

Mogens Hugo Jergensen Jarn Kildegaard
Chairman President & CEQ

Fourth Quarter 2005 Highlights:
» Revenue was DKK 1,808 million versus DKK 1,477 millicn in Q4 2004.
+ EBITA rose to DKK 252 million from DKK 197 million in Q4 2004.
+ EBT rose to DKK 226 million from DKK 165 million in Q4 2004.

» Adjusted for non-recurring items, the cash flow from operations was DKK 227 million
against DKK 366 million in Q4 2004.

Backed by recent years’ successful efforts to build a position for GN Mobile and the stronger
collaboration between the two headset operations, mobile headsets will play a key role in GN's
overall strategy in the years ahead.

Improvements Set to Continue in 2006

GN projects revenue growth of 20% to at least DKK 8 billion and an EBITA of about DKK 1 billion
assuming a US dollar-Danish krone exchange rate of 6.00.Combined with the seasonality of the
business, its more aggressive sales, marketing and development efforts wili bring about a shift in
GN earnings towards the second half of the year in 2006.

About half of the more than 15% revenue improvermnent in CC&O Headsets is expected to derive
from Hello Direct, the US sales channel. In Mobile Headsets, revenue from both OEM sales and
Jabra are expected to reach just over DKK 1.3 billion. The relocation of Hearing Instrument
operations from Ireland to Denmark and China will have a negative impact of DKK 35 million on the
2006 EBITA, and the forecast revenue for this business area includes the full-year contribution
from INTERTON of almost DKK 250 million. Exclusive of INTERTON, organic growth in 2006 is
expected to be 7%.
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(DKK millions) Outlook for 2006 2005 2004
Danish kner-US dollar 6.00 Danish kroner-US doftar 8.00 Danlsh kroner-US dolar 5.89

Revenus

Contact Center & Office Headset min. 1,800 1.549 1,316

Mobile Headset ca. 2,700 1,960 1,198

Hearing Instruments ca. 3,200 2,795 2,670

Audiologic Diagnostics Equipment ca. 325 324 348

GN total at least 8,000 6,644 5,548

EBITA

Contact Center & Office 18%-20% 20% 20%

Mobite Headset 3%-5% 3% 2%

Hearing Instruments 18%-20% 20% 20%

Audiologic Diagnostics Equipment small profit 0% (2)%

GN total approx. 1,000 876 731

Amortization, etc.

GN total 70 61 197

EBT

GN total approx, 925 815 534

Cash flow from operations*

GN total no guidance provided 836 999

* adjusted for non-recurring items

Proposed Resolutions for the Annual General Meeting in Summary

1. The Board proposes that it be authorised to let the company buy back shares for up to DKK

400 million

2. The Board proposes a dividend of DKK 0.60 per share in respect of 2005.

For further information, please contact:

Jem Kildegaard
President & CEOQ

GN Store Nord
Tel: +45 7211 1888

Jens Due Qlsen
Executive Vice President & CFQ

GN Store Nord A/S
Tel: +45 7211 1888

GN Store Nord has been helping people connect since 1869. Initially as a telegraph company and now as a global market
lsader in personal communications providing increased mobility, efficiency and quality of life for its users. GN develops and
manufactures headsets for handsfree communication, hearing instrumenis and audiologic diagnostics equipment. GN
producls are marketed globally. For more information, visit www.gn.com.
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Status

GN Store Nord achieved many of the goals it set for 2005, reporting the highest EBITA performance ever, Profitable growth was at the
top of the agenda, both for the hearing instrument business and in headsets for contact centers and offices, and additional resources
were allocated to the sales, marketing and development departments during the year. GN will work to retain its newly-claimed position
as the world’ leading headset manufacturer and to accelerate growth in the hearing instrument business.

Wireless headsets and the spread of IP telephony are the main drivers on the market for office headsets, which is now more than twice
the size of the original cantact center market. During the year, GN signed agreements with the largest US retail chains and substantially
expanded partnerships with several major IT distributors. The intensified marketing efforts have already boosted sales and strengthened
GN's position in North America. In addition, after making a number of extensive changes, the organization now stands prepared as the
market becornes mare competitive.

Mobile Headsets remains GN's fastest-growing business area, thanks to the continuing advance of the Jabra brand and sizeable OEM
orders from several leading cell phone manufacturers, In addition to the ever more frequent product launches, the major challenges
of this business area are to integrate the large number of new employees and continue developing the supply chain so that it can ef-
ficiently support growth and react to demand fluctuations.

Backed by recent years' successful efforts to build a position for GN Mohile and the stronger collaboration between the two headset
operations, mobile headsets will play a key role in GN's overall strategy in the years ahead.

The hearing instrument business has put organic growth high on its agenda after having focused on profitability for severat years; its
distinct profile of technological innovation will now be matched by equally strong marketing skills. Going farward, the ever-growing
number of competitive product launches in every price category will be supported by a much more elaborate marketing approach, This
transformation to profitable growth is a very important challenge.

The audiologic diagnostics equipment business has set its strategic course and will work 10 enhance earnings in the years ahead on a
narrower product platform. Enhancing profitability is the top priority.

Growth, the higher margins and the stranger supply chain constantly strengthen cash flow creation and the company’s financiat posi-
tion, facilitated higher gearing and allowing GN to complete its first share buyback program, supporting a competitive stack yield.

The improvements achieved and the expansion of the organization as well as the greater volume of headsets praduced in house have
substantially increased the employee headcount. Most of the staff based in Denmark will ba relocating to the new corporate head of-
fice in 2006. Bringing more people under one roof will further improve knowledge sharing between business areas and support the
positive transformation GN has gone through in recent years.

The improvements in revenue and earnings are set to continue in 20086, as the effects of the growth initiatives in the office headsets
business have truly begun to unfold, and as GN Mobile matures, this business unit will strengthen its profitability. The changes made in
the hearing instrument organization and the more frequent product launches will combine to drive up growth.
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SUPERVISORY BOARD

EXECUTIVE MANAGEMENT

Mogens Hugo larg, Finn Junge-Jensen Jorgen Bardenfleth
Chairman Deputy Chairman Member of the Board since
Member of the Board since 1994, Member of the Board since 2003, age 50

age 62 1990, age 61 Remuneration: DKK 200,000

Remuneration: BKK 600,000
No. of GN shares held: 11,972

Remuneration: DK 400,000
No. of GN shares held: 24,050

No. of GN shares held; 2,000
Country General Manager,

Dean, Copenhagen Business Miarosoft Danmark ASS
Chairman of: School
Dampskibsselskabet " NORDEN™ ASS
Nordea Danmark-Fonden {trust Deputy Chairman of:
fund) Symbion A/
Amminex ASS

Danelec Electronics A/S Board member of:
2acco ASS

Teknaologisk tnnovation A/S

Asger Deminc Per Harkjaer Lise Kingo
Member of the Board since Member of the 8oard since Member of the Board since
2003, age 46 2002, age 48 2005, age 44

Remuneration: DKK 200,000
No. of GN shares held: 0
President & CEQ of

Brdr. Hartmann ASS

Remuneration: DKK 200,000
No. of GN shares held: 4,000
President & CEO of Findus AB

Remuneration: DKK 200,000
No. of GN shares held: 0
Executive Vice President,
Novo Nordisk A/S

Chalrman of
Buhi & Bonsoe ASS

Jens Bille Bergholdt
Employee representative
Member of the Board since
2001, age 37

Remuneration: DKK 200,000
No. of GN shares held: 426
Diractor, Corporate Treasury,
GN Stare Nord ASS

Henrlk Nielsen

Employee representative
Member of the Board since
2002, age 47

Remuneration; DKK 200,000
No. of GN shares held: 0
Director, Mechanica! Develop-
ment, GN ReSound A/S

John Radich

Employee representative
Member of the Board since
2003, age 56

Remuneration: DKK 200,000
No. of GN shares held: 4,835
Vice President and General
Manager, GN Great Northern
Telegraph Company

of the e M. is based on a Hxad basa valary plus 3 potential bonus of up to 30%, depending on each mem-
ber’ individual target performance. Jarn Kildegaard's and Jens Dua Chen’s bonuses are subject to tha performance of GN's proftt bafors tax
.mnm:nhﬂmrfrmowtﬂnqmMﬂnlquMﬂnhbmahwumthnrﬁnwmdmhﬁmMmumufGNlnd
of tha haaring instrument btainess and sudiologic di busl; in 2005, th pany paid specis! bonusas to Jespar
Mllhdmnl.snilludlndlmbmohnmluﬂmwmhwwmhhmmmmmduan
componants of the boma schemes of a number of senior managars. Options are granted to bars of the sty - on an
annual bath The company does not make pension I respect of bars of the E: h bars of the Exec-
[ ent have g and change-of-control agreements on market terms. No member of the Suparvisory Board or
the Executhre Managemant bought or sold any GH shares during 2005, Share options are not granted to members of the Supervisory Board.
In 200%, bars of the ised 214,000 sharw options at an average axerche price of DEK 50. The sheres involved
wers sald. The basic on pald to of the Supenvisory Board was i d by DKK 50,000 to DKK 200,000 in 2005.
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Jarn Kildegaard

President & CEO, Headsets

Member of the Executive Management since
1993, age 50

Salary: DKK 4.3 million

Bonus: DKK 1.0 million

Options granted: 82,038 (exercise price 62)
Dptions held: 362,038 (avg. exercise price 47)
No. of GN shares held: 24,880

Chalrman of:
Glunz & Jensen ASS
Trykko Pack ASS

Jens Due Olsen

Executive Vice President, CFQ

Finance & Treasury, Risk Management,

IT, Corporate Legal Department, Investor
Relations and Corperate Communications
Member of the Executive Management since
2001, age 42

Salary: DKK 3.0 million

8onus: DKK 1.8 miflion

Options granted: 57,415 (exercise price 62)
Options held: 282,415 {avy. exercise price 50)
No. of GN shares held: 5,100

Board member of:
Cryptomatic AJS
Industriens Pensionsforsikring A/S

Jesper Mailind

Hearing Instruments and Audiologic
Diagnostics Equipment

Member of the Executive Management since
2003, age 43

Salary: DKK 3.3 million

Bonus: DK 3.3 million

Options granted: 61,528 {exercise price 62)
Optlons held: 254,653 (avg. exercise price 44)
No. of GN shares held: 3,030

Chairman of:

Kompan A/S

Hearing Instrument Manufacturers’
Software Association




ECUTIVE M

oy

D ARD

STATEMENT BY THE EXECUTIVE MANAGEMENT AND THE SUPERVISORY BOARD

The Executive Management and the Supervisory Board have today discussed and approved the annual report of GN Store Nord A/S for the
financial year 2005. The annual report has been prepared in accordance with International Financial Reporting Standards as adopted by
the EU and additional Danish disclosure requirements for annual reports of listed companies. We consider the accounting policies used to
be appropriate. Accordingly, the annual report gives a true and fair view of the Group’s and the parent company's financial position at
December 31, 2005 and of the results of the Group’s and the parent company’s operations and cash flows for the financial year 2005.

We recommend that the annual report be approved at the annual general meeting.

Haje-Taastrup, February 22, 2006

EXECUTIVE MANAGEMENT

I Kildegaard Jens Due Olsen Jesper Mailind

CEO

SUPERVISORY BOARD

Mogens Hugo lergensen Finn Junge-Jensen Jergen Bardenfleth Asger Domino Per Harkjzer
Chairman Deputy Chairman

Lise Kingo Jens Bille Bergholdt Henrik Nielsen John Radich

AUDITORS’ REPORT

To the shareholders of GN Store Nord A/S

We have audited the annual report of GN Store Nord A/S for the financial year 2005, prepared in accordance with International

Financial Reporting Standards as adopted by the EU and additional Danish disdosure requirements for annual reports of listed companies.
The annual report is the responsibility of the Company's Executive Management and the Supervisory Board. Our responsibility is to express
an opinion on the annual report based on our audit.

Basis of apinion

We conducted our audit in accordance with Danish Standards on Auditing. Those standards require that we plan and perform the audit to
obtain reasonable assurance that the annual report is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the annual report. An audit also includes assessing the accounting policies used and significant
estimates made by the Executive Management and the Supervisory Board, as well as evaluating the overall annusal report presentation. We
believe that our audit provides a reasonable basis for our opinion.

Cur audit did not result in any qualification.

Opinion

In our opinian, the annual report gives a true and fair view of the Group’s and the parent company’ financial position at December 31,
2005 and of the results of the Group’s and the parent company’s operations and cash flows for the financial year 2005 in accordance with
International Financial Reporting Standards as adopted by the EU and additional Danish disclosure requirements for annual reports of listed

companies.

Copenhagen, February 22, 2006

KPMG Clespersen
Partnership of State Authorized Public Accountants

Kurt Gimsing Peter Gath
State Authorized State Authorized
Public Accountant Public Accountant

GN Store Nord = Annual Report 2005
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Corporate Profile

GN has been helping people connect since 1869. Initially as a telegraph company and now as a manufacturer of headsets,
hearing instruments and audiologic diagnostics equipment providing users with increased mobility, efficiency and quality of life.
GN products are marketed globally.

GN markets its headsets for the contact center and office (CC&Q) markets under the GN Netcom brand, and headsets for cefl
phones under the Jabra brand. GN hearing aids are sold under the ReSound, Beltane and INTERTON brands. GN Otometrics is
GN's main brand for audiologic diagnostics equipment.

GN’s manufacturing mainly takes place in China, and North America is the largest single market. China is GN's largest country of
operation, ahead of North America.

GN is listed on the Copenhagen Stock Exchange and is a component of the OMXC20-index. GN has about 40,000 registered
shareholders, who own just over 70% of the share capital in aggregate. Foreign investers hold an estimated 50% of the shares
in the company.

Mission
As an international market leader, GN aims 1o generate a competitive return for its shareholders by developing, manufacturing

and marketing innovative solutions for personal communication, and helping our employees respand to challenges and develop
responsibility in an environment that combines advanced technolegy with global sales,

Goals
GN's goals for 2006-2008 are

1o become the dominant manufacturer of headsets for offices

1o remain the leading provider of wireless headsets for cell phones and similar products
to achieve competitive and profitable growth rates in the hearing instrument business
1o obtain satisfactory earnings from audiologic diagnostics equipment

to retain innovative leadership in all business areas

for the GN share price to reflect the company's results and strategic potential.

Means
n 2006-2008, GN plans

to transfer experience from the US office headsets business to Europe
to expand the going-to-market skills in mobile headsets and the position as an QEM supplier

Lo strengthen sales and marketing in order to expand market share for GN ReSound, Beltone and INTERTON on both

mature and new markets

to expand the Beltone dispenser netwaork in the United States and fortify end-user contact through alliances, ownership

ang other methods in hearing instrument retailing

te Taunch innovative products at ever-shorter intervals from larger product development departments

to obtain synergies, improve production and logistics, and keep working capital at a minimum

to continue 1o be an appealing employer, who ensures development of management and staff and provides

performance-related pay.

GN Store Nord - Annual Repart 2005



Retaining Growth

Q4 2005

Revenue was DKK 1,808 million versus DKK 1,477 million in Q4
2004, The lower-than-expected sales of Jabra headsets was partly
offset by OEM sales. Jabra sales were affected by new product
launches late in the year. Qrganic growth in the CC&O business
was slightly ahead of expectations at 28%. The hearing instru-
ments business reported slightly weaker growth than had been
expected. GN generated overall organic growth of 16% relative to
Q4 2004,

Giving greater priority to top-line growth, GN raised sales, mar-
keting and development costs by a total of DKK 77 million relative
to Q4 2004, putting earnings under pressure in the short term.

EBITA was DKK 252 million (EBITA margin of 14%) against DKK
197 million in Q4 2004 {EBITA margin of 13%). The margin im-
proved despite the still growing contribution to revenue fram mobile
headsets and the costs of the above-mentioned top-line growth
initiatives.

tnventories were up by DKK 73 million during the quarter to
DKK 747 million from DKK 518 million at December 31, 2004. GN
Mobile's finished goods inventories were not reduced by as much as
had been expected, and fewer OEM orders led to larger compenent
inventories than expected. Trade receivables were DKK 1,387 mil-
lion compared to DKK 947 mijlion at December 31, 2004. Among
others, the increase was driven by the strong business growth in
Hello Direct. Trade payables were DKK 464 million, as compared to
DKK 501 million at September 30, 2005 and DKK 275 million at
December 31, 2004.

The headset divisions’ Q4 cash flow from operating activities was
an outfiow of DKK 11 million compared to an inflow of DKK 113
million in Q4 2004, while the cash flow from operating activities in
hearing instruments and audiologic diagnostics equipment was DKK
237 million compared to DKK 244 million in Q4 2004. GN’s overali
cash flow from operating activities were DKK 225 million compared
to DKK 357 million in Q4 2004. The free cash flow fell to an out-
flow of DKK 235 miillion, in part due to the acquisition of INTERTON
and the investment in the new head office.

Full Year 2005

The full-year EBITA was up by 20% over 2004 to DKK 876 million,
in line with the guidance provided on November 3, 2005, and
higher than the criginal forecast of almost a 15% increase from
DKK 731 million in 2004. The improvement was satisfactory in

light of the increased investments in top-line growth and it reflects
the comprehensive changes implemented at GN and the strong
advance on the headset markets.

The reported revenue of DKK 6,644 million was approximately
DKK 1 billion more than eriginally forecast, which was mainly due
to the surge in mobile headset sales to OEM customers and the
stronger growth in sales of headsets on the North American office
market,

New products and upgrades accounted for almost 60% of sales,
due to the greater number of successful product launches and the
growing importance of mobile headsets.

Profit for the year before tax was DKK 815 million, approximately
DKK 65 million ahead of the guidance provided on February 21,
2005. The increase was due to the high level of business activity.
The 2004 profit before tax was DKK 534 million.

The profit after tax was DKK 841 million compared to DKK 508
million in 2004 because the recognition of previously unrecognized
tax assets in the balance sheet in total resulted in a tax income of
DKK 26 milion. Profit from discentinuing operations was DKX 9 mil-
lion, bringing profit for the year to DKK 850 miltion,

At December 31, 2005, net interest-bearing debt was DKK 720
million against DKK 245 million a year eartier.

Overall cash flows from operating activities fell to DKK 828 mil-
lion from DKK 959 million in 2004, due in part to the increase in
working capital triggered by the increase in headset revenue and the
slightly lower turnover rates of headset inventories. The free cash
flow fell by DKK 609 million to DKK 77 million, with investments
totalling DKK 751 million. Of this amount, DKK 322 million was for
company acquisitions and DKK 188 million was related to capital-
ized development costs.

The Supervisary Board intends to propose to the shareholders in
general meeting that the company pay a dividend of DKK 0.6 per
share in respect of the 2005 financial year and that GN ¢arry out a
share buyback program of up to DKK 400 milfion in market value in
the first and second quarters of 2006.

CC&O Growth Rate More Than Doubled

GN estimates that office headsets generated twice as much rev-
enue as headsets for the contact center market as a result of a
sharp increase in marketing, the general popularity of wireless
headsets and the growing proliferation of IP telephony. Wireless
headsets contributed 41% of 2005 revenue, up from 31% in

8 GN Store Nard - Annual Repart 2065




2004. As planned, GN expanded its US distribution network sub-
stantially during the year, signing agreements with all major retail
chains and developing closer partnerships with several IT and office
electronics distributors. SOHO segment sales through Hello Direct
also improved substantially, and Hello Direct reported 2005 rev-
enue of DKK 434 million. Growth was the strongest in the United
States throughout the year, but demand also improved in Europe in
the fourth quarter.

GN’s CCRO headsets business embarked en a program of radical
changes to its organization and corporate culture in late 2004, pre-
paring for a market in which technology, products and distribution
on the office headsets market and the mobile headsets market will
be converging. The EBITA margin may come under pressure as the
market potential unfolds due to the more competitive environment,
because retail chains will increase their sales of less advanced prod-
ucts, and as the more cost-intensive direct sales route through Hello
Direct in the US gains importance.

GN Mobile - The No. 1 Player in the Industry
GN retained its markst position in a highly competitive market,
supported by continued growth in Jabra revenue, which accounted
for almost 50% of GN total sales of mobile headsets, and the
boom in sales to OEM customers. GN generated more than a 60%
revenue improvemnent from 2004 to 2005 as revenue from Asia
grew 1o DKK 113 miilion, compared to DKK 0 in 2003 and DKK 35
million in 2004. Expansion continues in Asia, with long-term de-
mand from this market expected to reach or exceed the levels seen
in the United States and Europe.

To date, the growing use of Bluetooth technology in cell phones

4

has been the driver of headset sales, which almost doubled in 2005,
but in the future, user demand for wireless music could also pro-
mote demand.

Revenue growth and retaining market leadership have been a
top priority for GN's mobile business over the past two years. Going
forward, GN believes that combining top-line growth with a goal of
stronger earnings is now realistic.

Hearing Instruments — Improved Growth, Stronger Earnings
After several years of restructuring and focusing on the bottom line,
GN shifted its focus 10 profitable growth at the beginning of 2005.
The aim is to generate higher growth rates through more frequent
product launches and a sales and marketing organization working
as efficiently as GN's development operations. in 2005, the develop-
ment operations were strengthened through 50 new employees.

On November 1, GN acguired German company INTERTON,
whose strong market position in the low- and medium-price seg-
ments will complement the GN ReSound brand's strong profile in
the premium segment. The launch of the ReSound Metrix marked
GNss first launch of a high-end product since completing its exten-
sive restructuring of production and the relocation of most produc-
tion facilities to China. Consolidating GN's strong position in the
premium segment, the ReSound Metrix has performed in line with
expectations. Combined with the recent launches of the ReSound
Pixel and the ReSound PiusS in the upper and lower levels of the
medium-price segment respectively and Beltone and INTERTON
product sales improvements, the ReSound Metrix will contribute to
stronger sales growth in 2006, espedally in the US.
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Refocusing the Audiologic Dlagnostics Equipment Business
This GN unit narrowed its business focus in 2005. In future, GN
plans to develop operations involving hearing and balance disorder
testing and hearing instrument fitting and continue serving existing
patient data management software customers, Relocation of some
elements of semimanufactures production to the Far East, with fi-
nal user fitting taking place in Denmark, is now almost complete.

Working to Improve Cash Flows

The strong growth and the importance of assured delivery high-
light the importance of inventory and debtor management, areas
in which GN has previously made good progress. Improving the
cash flow ¢reation will again becorne a priority. By expanding its
efforts to further develop the supply chain in 2006, GN will be-
came hetter equipped to meet the strongly growing demand and
react to fluctuations during the year. Shutting down production in
treland and relocating the European distribution center for hearing
instruments from Irefand to Denmark and the continued updating
of the IT infrastructure are among the initiatives intended to make
GN production and logistics mare efficient.

Options Granted at the Market Price Plus Hurdie Rate

In 2005, 92 individuals were granted options at a total Black-Scho-
les value of DKK 17 million, equal to about 15% of the aggregate
salaries of the people involved. The options granted have a exercise
price of 62, equal to the average share price during the 20 busi-
ness days immediately following the release of GN's Annual Report
for 2004. Due to the increase in employee headcount, the Super-
visory Board plans to increase the grant to approximately DKK 25
million in 2006.

OUTLOOK FOR 2006

Improvements Set to Continue
Combined with the seasonality of the business, its more aggressive
sales, marketing and development efforts witl bring about a shift
in GN earnings towards the second half of the year in 2006 as well
as in 2005, GN projects revenue growth of 20% to at least DKK 8
billion and an EBITA of about DKK 1 billion assuming a US dollar-
Danish krone exchange rate of 6. ’
The CCRO headsets business projects a full-year £BITA margin of
18-20% on revenue of at least DKK 1.8 billion. About half of the
more than 15% revenue improvement is expected to derive from

Hello Direct, the US sales channel, which is also set to enhance prof-
itability in 2006.

The mobile headsets business projects a full-year EBITA margin of
3-5% on revenue of approximately DKK 2.7 billion. Revenue from
both Jabra sales and OEM sales is expected to reach just over DKK
1.3 billion. By refocusing its strategy for this business area, GN will
be able to give a higher pricrity to added profitability going forward,
with due consideration to the goal of retaining its position as the
industry’s undisputedly largest manufacturer. ‘

The hearing instruments business projects a full-year EBITA margin
of 18-20% on revenue of approximately DKK 3.2 billion. The reloca-
tion of operations from Ireland 1o Denmark and China will have a
negative impact of DKK 35 million on EBITA for 2006. Exclusive of
the costs of relocating from Ireland the margin is 19-21%. Taken
alone, the relocation will improve EBITA from hearing instruments
by DKK 40 million per year, taking full effect in 2007. The revenue
forecast includes the full-year contribution from INTERTON of almost
DKK 250 million, Exclusive of INTERTON, organic growth is expected
to be 7%.

The audiclogic diagnostics equipment business projects a small
EBITA on revenue of approximately DKK 325 million,

Graup functions are expected to have a negative impact of ap-
proximately DXK S0 million on EBITA.

As in 2005, amortization of intangible assets acquired through
company acquisitions is expected to amount to DKK 30 million,
while net financial expenses are projected to be DKK 50 million.

investments in property, plant and equipment and in intangible
assets including development projects and hearing instrument distri-
bution are expected to amount to just over DKK 1 billion, of which
amount more than DKK 300 million relates to the new corporate
headquarters. In 2006, GN will be allocating in excess of DKK 500
million more to sales, marketing and development than it did in
2005,

Profit before tax is expected to improve to approximately DKK
825 million from DKK 815 mitlion in 2005.

Events After the Ralance Sheet Date
GN hearing aid activities relocating from Ireland to China and
Denmark {Announcement No. 1 of January 19. 2006).

DPTG V'S increases claim to DKK 5.0 billion in arbitration
proceedings (Announcement No. 2 of February 14, 2006).
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FINANCIAL REVIEW Development costs recognized in the income statement rose to
DKK 301 million (2004: DKK 272 million), including DKK 118 mil-

The items of the investor-specific statements are reviewed below. lion (2004: DKK 107 million) in amortization on previously capitali-
zed projects.

Revenue

Revenue was DKK 6,644 million versus DKK 5,548 million in 2004. EBITA

Three of the four business areas reported revenue improvements The EBITA increase from DKK 731 million in 2004 to DKX 876 mil-

in 200S. tion in 2005 is a reflection of the revenue improvement and the
ongoing efficiency improvements that have materialized after the

Gross Profit in-depth restructurings of GN's production apparatus and the con-

Gross profit improved to DKK 3,411 million from DKX 2,945 solidation of the sales, marketing and development departments at

million in 2004. The improvement was driven especially by the fewer locations. However, the increase was partly offset by a large

increase in revenue. The 51% gross margin was impacted by the number of growth-promoting initiatives.

growing revenue from mobile headsets, especially from sales of

low-margin products to OEM customers, Both GN Netcom and Finandal tems and Non-recurring Items

GN ReSound improved their gross margins to 65%. Net financial items and non-recurring items were DKK (8) million
versus DKK 2 million in 2004,

Development Costs

Development costs incurred were DKK 371 million, compared Profit Before Tax

1o DKK 307 million in 2004, of which 51% was capitalized, The GN posted a profit befare tax of DKK 815 million against DKK 534

development costs will continue to increase in the years ahead, million in 2004,

because of the tougher demands for product innovation in all busi-

ness areas, Accumulated capitalized development ¢osts amounted Tax

to DKK 445 million at December 31, 2005 against DKK 376 mil- Tax on the profit for the year was an income of DKK 26 million,

lion at December 31, 2004. Capitalized projects are amortized because tax-loss carryforwards and other previously unrecognized

over a period of 1-5 years. Projects invalving mobile headsets are tax assets of DKK 248 million were capitalized.

amortized over 12 months due to the short commercial life of
such products. Going forward, amortization periods will generally
become shorter,

GN Store Nord — Annual Report 2005 1
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Profit for the Year

The net profit for the year was DKK 850 million against DKK 508
million in 2004,

Balance Sheet
Total assets rose from DKK 6,086 million to DKK 8,091 million in
2005, primarily due 10 the expanded level of business activity and
the acquisition of INTERTON, the hearing instrument manufacturer.
tnventories were up by DKK 229 million to DKK 747 million. Trade
receivables rose by DKK 440 million to DKK 1,387 million, The num-
ber of inventory days fell from 109 to 105, and debtor days rose
from 61 days to 68. At the same time, trade payables were up by
DKK 189 million to DKK 464 million. Net interest-bearing debt was
DKK 720 million at December 31, 2005.

Goodwill was DKK 502 million on headset operations and DKK
2,542 million on hearing instruments and audiologic diagnostics
equipment, Impairment tests have reduced goodwill by DKK 8 mil-
lion.

GN invested DKK 751 million in production plant, investments,
etc., in 2005. Property, plant and eqguipment amounted to DKK 513
million at December 31, 2005, against DKK 429 million the year
before.

Equity stood at DKK 5,349 millicn against DKK 4,580 million at
December 31, 2004,

Cash Flows

The free cash flow for the year was DKK 77 million versus DKK 686
million in 2004, The drop was due in part to larger inventories and
trade receivables resufting from the revenue improvement in the
headsets business and the investments made in the hearing instru-
ment business.

GN 360" - OPERATIONS AND RISK

Markets
GN haolds about 35% of the market for headsets for contact cen-
ters and offices, second anly to its US competitor Plantronics. The
market for office products will become increasingly competitive as
its potential unfolds and new players enter the scene, and longer
term it will become a B2C market with wireless headsets driving
demand.

Today, GN's products target a market of around 100 million peo-
ple in the Western world who use a telephone at least two hours
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daily. The penetration rate is estimated to be dose to 10%, and de-
mand for office headsets is expected to grow by 20-30% annually
in the long term. Office headsets accounted for about two-thirds of
GN's 2005 revenue from CC&O0 headsets. Sales to contact centers
follow general business trends and currently increase by 3-5% an-
nually. Outsourcing contact centers to English-speaking countries in
Asia remains a key factor, aithough there are also examples of cen-
ter relocations being reversed, espedially back to the United States,
where job creation is crudial for headset sales.

The mobile market will remain highly competitive, even though
fewer minor players are expected to attempt to set up operations.
GN will seek to maintain its leading position and its market share at
around 35% by sustaining a high pace of innovation and marketing
headsets in all price categories. Having a substantial market share is
important for long-term profitability. The global market reached an
estimated 32 million Bluetooth headsets in 2005 and is expected to
grow to 150-200 million units by 2010.

Mobile headset sales are driven by the use of Bluetooth technol-
ogy in cell phones. Today, some 20% of the 750 million units manu-
factured annually offer Bluetooth functionality. By 2010, Bluetooth-
enabled telephones are expected to account for a vast majority of
the annual output. The popular demand for MP3 players and the
advanced music functionality of cell phones are new and important
factors of demand that will lead to the convergence of telephony,
music, and computer games. Other factors include legislation mak-
ing it mandatory for drivers to use hands-free telephony.

Bluetooth technalogy will find new applications in office headsets
in 2006. GN holds an edge tost-wise due to the large-volume pro-
curement of Bluetooth chipsets for mobile headsets.

The technological convergence between office and mobile head-
sets will be followed by a growing overlap in distribution and in
products that can be used for either cell phones, fixed-line phones
or PCs.

With a market share of more than 15%, GN is the world's fourth-
largest manufacturer of hearing instruments. Siemens (Germany)
is the largest, followed by William Demant (Denmark) and Phonak
(Switzerland). The six largest players hold an aggregate market share
of just over 85%. Overall global production of hearing instruments
was around 7.5 million units in 2005, and the estimated market
value at producer level was approximately DKK 18 billion. Growth
of 4-6% annually is projected in terms of value over the next few
years. The growth rate is expected to rise in the longer term, with
the baby boom generation now nearing the age when the need for
a hearing aid arises and with the new high-growth markets in Asia,

R
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Eastern Europe and South America gaining in importance. if new
comfortable products and stronger marketing efforts can change
the generally negative perception of hearing instruments and help
to lower the age at which people get their first hearing aid, penetra-
tion rates above the current 20% would boost growth rates consid-
erably. Today, the average first-time buyer of a conventional hearing
instrument is almost 70 years old, whereas people buying the open-
fitting ReSoundAlR, which GN launched in 2003, are on average just
over 60 years cld. Subsidies, level of income and the popuilation age
profile, along with the general trend of increased noise in both pub-
lic and private settings are key drivers of demand.

GN is the world’s largest player in hearing and balance disorder
testing, holding as it does a market share of around 25%. William
Demant {Denmark) is the second-largest. In addition, several minor
manufacturers are also on the market, which is currently growing by
up to 5% annually.

Sales

GN sells its products through an increasing number of channels,
reaching an eves-growing number of people. The distribution of
office headsets is evolving rapidly. Hello Direct plans to further de-
velop its direct sales to end users in small businesses through mail
order, telemarketing and online sales, Contact centers are served
directly or through specialist distributors.

GN's mobile headsets business sells OEM headsets to the leading
cell phone manufacturers, and demand from these buyers varies
widely from one quarter to the next. As headsets gradually become
an indispensable component of new communication products, a
scenario in which telephone manufacturers would want to partly
insource headset development for strategic purposes should not be
ruled out. GN brands Jabra products directly to consumers in coop-
eration with retailers, selling especially through telecoms operator
outlets and through ordinary electranics stores.

GN sells most of its hearing instruments to large and small inde-
pendent hearing aid dispensers: Almost 20% of sales are in the US,
the UK, Belgium, Brazil, Russia and Poland through chains in which
GN is able to influence operations. That percentage has risen sub-
stantially in the past few years, and this trend is set to continue, es-
pecially on emerging markets, because end-user contact is believed
to be an important driver of growth and profitability in the longer
term. GN creates end-user cantact through full or partial ownership
of retail chains or alliances with them. In 2005, sales to the public
sector in Denmark, Sweden, Norway and the UK accounted for
dose to DKK 300 million,

In several European countries, hearing instrument users receive
public healthcare subsidies. In several European markets, the pres-
sure generally brought to bear on public healthcare costs could have
a negative impact on sales. On the other hand, several US politicians
are working to introduce a tax credit for private hearing instrument
purchases, which represent almost 90% of the US market.

Buyers of audiclogic diagnostics equipment are hearing clinics,
hospitals, ear-nose-throat specialists and, on a smaller scale, QEM
customers.

Customer concentration at GN i rising. A single GN customer
accounted for more than 10% of 2005 revenue, while sales to the
ten largest CC&O customers accounted for 25%. As a result of
sales to OEM customers, the ten largest mobile headset customers
accounted for 75%. The ten largest customers in the hearing instru-
ments and audiologic diagnostics equipment businesses contributed
about 25% to revenue,

Prices

The prices of headsets for contact centers and offices generally fall
5% a year. Historically, the lower prices have been offset by the
launch of new products with mare advanced functionality, Grow-
ing competition on the office market is expected to result in a
certain degree of price cuts for mature products in the longer term,
and the strong growth in sales of less advanced office headsets
will reduce the average price of GN products. An advanced contact
center headset costs up to USD 200.

Prices on the mobile headset market typically fall from September
to December when Christmas promotions are being planned and
when they end. The drop in 2005 was around 10%, but as the mar-
ket matures, dedining prices are increasingly being offset by product
launches offering new technologies and functionality, As a result, GN's
segmentation strategy still fadlitates products launched at around
USD 180, which is the recommended retail price of the new Jabra
3X10 on the US market. The cheapest Jabra headset retails at USD 50.

In 2005, GN launched the advanced ReSound Metrix at a price
that is currently 10% above that of previous high-end products.

In the US, the ReSound Metrix retailed at more than USD 2,500 at
the end of 2005. The pattern of higher prices on new products and
slightly falling prices on older hearing instruments is expected to
cantinue. This and the stronger demand in the medium- and low-
price segments means that GN's average prices are not expected

to rise in the near future. In addition, there is some competition-
induced price pressure on less advanced devices, with these prod-
ucts beginning to offer high-end functionality at a faster rate than
previously. GN's recent product launches, the ReSound Pixel and the
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ReSound Plus5 offering sound quality and open fitting matching
more expensive devices, will retail from USD 1,000 to USD 1,500 on
maost markets,

Manufacturing and Distribution

In 2005, GN manufactured almost 1.3 million hearing instruments
and, including outsourced production, almost 25 million headsets,
amplifiers and other devices. The headsets output increased by
maore than 50% over 2004. The increase was distributed unevenly

over the course of the year, as headset shipments to OEM custom- -

ers fluctuate considerably from quarter to quarter. In addition, the
supply chains come under added pressure during the fall months,

because of the underlying seasonal fluctuations in demand for GN
brand products.

All GN headsets are manufactured in China, External business
partners assemble about B0% of the products manufactured., (n fu-
ture, these will typically be products sold evenly throughout the year
in very high volumes. In order to ensure goad interaction between
the develapment and sales departments as well as production, GN
will retain some in-house production, especially of praducts requir-
ing considerable flexibility. Accordingly, supply chain has embarked
on a transformation process in 2006, aiming to improve efficiency
and profitability of the future business growth,

Continuing the work to standardize components, GN intends
to improve flexibility and further reduce supply chain costs. GN's
hearing instruments are all based on the same core component,
the chipset cantaining the sound-pracessing algorithms. The other
physical components vary considerably from product to product,
and that makes production more complex and more expensive.
Consequently, a comprehensive design-for-manufacturing program
is currently being implemented.,

In the headset business, using standard base components is a pre-
requisite for profitable operations, regardless of whether they form
part of a GN Netcom, a Jabra or an OEM headset. The high-volume
sales of OEM mobile headsets reduce the unit costs of GN's Jabra
products, and the partnership with cell phone manufacturers helps
to give GN the necessary market insight.

GN employs just over 1,000 people in headsets production at the
Xiamen factory in China, which is also GN's Asian distribution center
for hearing instruments and headsets. in Europe, headset products
are distributed via the Netherlands. The twa US distribution centers
are located in California and New Hampshire.

After relocating from Cork in Ireland to Xiamen in the spring of
2006, GN's Chinese factory will be the only production site for BTE
hearing instruments. The electronic components for ITE devices are
assembled at Xiamen, while individual fitting takes place at a num-
ber of local and regionat laboratories. Measured in terms of units
and value, ITE devices account for 35% of bath production and
Tevenue.

Work to automate ITE hearing instrument production is on sched-
ule. Today, one-third of the instruments are manufactured using
advanced digital print technology, which results in shorter lead times
and better quality. At the same time, production will be consolidsted
at fewer larger regional plants, For example, the Danish lab handles
production for the Norwegian and Swedish markets, while the Ger-
man lab serves Austria and Switzerland. Mare than 900 people are
involved in manufacturing ITE hearing instruments and some 650
assemnble BTEs. The distribution center serving the European hear-
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ing instrument market will relocate from Cork to the new corporate
headquarters in Copenhagen in the spring of 20086. The center in
Minnesota supplies the US market.

GN sources most components in Asia; this region accounts for
35% of hearing instrument and 100% of headset procurement
costs. Although GN tries to adhere to its policy of having two sup-
pliers in key strategic areas, this is not always possible. This was still

the case for Bluetoath chipsets, for example, in 2005.

Environmental Issues and Working Environment

Given GN's limited consumnption of raw materials and energy, its
production processes do not have an adverse impact on the envi-
ronment. Most headsets operate on rechargeable batteries. GN is
aligning its production to comply with EU Directive 2002/95/EC on
the phasing out of heavy metals such as lead and cadmium in elec-
tronic components. The Directive takes effect as of July 1, 2006.

End-user demans for ever-smaller and -lighter products help
reduce the consumption of materials per manufactured unit. At the
same time, the surge in headset sales allows products to be pack-
aged and prepared for shipment close to customer locations, which
could cut air freight costs and energy consumption and improve
lead times and flexibility towards customers.

Soft soldering plays a moderate role in production, and effective
ventilation and air cleaning procedures ensure a healthy working en-
vironment. As part of moving production facilities to China, GN has
developed a more systernatic process in the selection of subcontrac-
tors and continual follow-up to monitor their compliance with local
envirgnmental and occupational health and safety requirements.
The two supply chains are in charge of expanding this project, work-
ing closely together with GN's legal department.

Development

GN retained its innovation rate at around 60%, even though the
two top sellers, the GN 9120 office headset and the ReScundAir
open-fitting hearing instrument, have naw both been on the
market for more than two years. CC&O0 and Hearing Instruments
reported innovation rates of 15% and 60% respectively. The rates
are expected 1o rise in 2006. Launch frequency is rising in office
headsets as well as hearing instruments, and today’s products have
a commercial life cycle of two to four years, compared to at least
five years previously. As mobile headsets have a life cycle of 12-18
months, products launched within the last 24 months still account
for more than 90% of GN Mobile revenue.

GN plowed back almost 6%, or DKK 371 million, of revenue
into development activities. Development costs have risen by 20%.
GN has up to 450 people employed in development or almost 100
more than at the end of 2004. Of the 450 people almost two thirds
work in hearing aids and audiclogic diagnostics equipment. Most of
the development staff is based in Denmark ar the US. The Chinese
departments currently employ almost 50 development people and
continue to expand, as do the algorithm department in the Nether-
fands and the audiclogical research center in Chicago.

The concentration of development staff in Denmark is based on
the country’s strong university environment in acoustics, digital signal
processing (DSP), communications technology, product design and
mechanical development. Also, several international businesses have
operations in related fields in Copenhagen and southern Sweden,

In its hearing instrument operations, GN strengthened its know-




how in signal processing and audiology substantially in 2005. Also,
GN opened a development center in Aalborg, Denmark, 3 univer-
sity city whose development environment is among the leaders in
wireless technalogies. INTERTON will be retaining its development
department in Cologne, Germany, to safeguard this business unit's
effective innovative power.

In all markets, GN is facing growing demand for more new prod-
uct Jaunches and upgrades of comfortable, user-friendly products.
This makes it even more important to be focused on prioritization,
innovative thinking, and not least on the interaction between the
development and marketing departments. Through a stronger de-
velopment effort, GN plans to consolidate its position in open-fitting
hearing instruments and to develop even more Bluetaoth applica-
tions in offices and in stereo headsets for telephones and other de-
vices, In adgdition, GN aims to become better at making easy-to-use
“plug-'n"-play” products. installing a personal headset that can con-
nect to a cell phone, a fixed line phone and a PC should be simple,

GN reiies on design and technalogy input from externa! business
partners. For example, GN Mobile spends about 25% of its develop-
ment funds (totalling DKK 75 million) on external business partners.
External partner costs are at a similar level for GN Netcom, which
generally works concurrently with several partners on the same
projects. This reduces reliance on individual suppliers and combined
with the use of focus groups, it increases the likelihood of success.
For hearing instruments and audiologic diagnostics equipment, costs
connected with external business partners represent about 20% of
the total costs of DKK 237 million, which accounts for almost 8%
of revenue.

As in 2004, GN launched more than 30 new products in 2005.
The greater strategic priority given 10 growth will increase the
amount allocated to development activities by approximately DKK
150 million in 2006,

Assets and Investments

GN's assets held for operating activities — inventories, trade re-
ceivables and property, plant and equipment — amounted to DKK
2,647 miillion at December 31, 2005, or 33% of total assets. The
remaining assets are mainly capitalized development projects or
goodwill, the latter relating mainly to IT systems and companies
acquired in the 1990s and in 2000. The carrying amount of GN's
properties is DKK 179 millicn, of which the new head office in

Denmark accounts for DKK 120 million. The total investment in
the new head office is expected to amount to DKK 450 million

by December 31, 2006. As part of the efforts to establish a single
business operation, GN's IT departments have now been merged
under one new management that will lead the group’ IT platform
through a process of rationalization over the next few years and
aeating an infrastructure capable of supporting growth.

In the fall, GN acquired German company INTERTON for approxi-
mately DKK 350 million, with the company being free of debt, plus
an earnout agreement. Other investments totalling approximately
DKK 100 million have been made in hearing instrument distribution,
among other things.

Human Resources

To promote growth, GN expanded its HR operations in 2005, ex-
panding the HR staff from 43 to 50 in 2005 partly to establish a
specialized recruitment department in Denmark.

GN's HR function actively supports business eperatians by work-
ing to develop the organization and its employees. To this end,

HR has reviewed its work and responsibilities over the past couple
of years and now performs systematic organizational audits in 17
countries with a view to building skills and know-how in technical
disciplines, management and project management. HR has also be-
gun to station more employees.

HR's key assignment in 2005 was 10 recruit more than 300 new
emplayees and help to integrate them inta the sales, marketing
and development departments. The sharp increase in production
has also made it necessary to hire more employees for the key sup-
ply chain functions based in Denmark. In Denmark alone, staff in-
creased by more than 200 people in 2005.

Today, GN has 1,000 employees more than at the beginning of
2005.

Given the smaller number of young people entering the {abor
markets over the next few years and companies having to compete
harder for young talents, it is essential that GN can continue to at-
tract and retain committed and skilled employees. GN's corporate
culture and improved reputation, combined with personal and
professional development, salaries, responsibility, supplementary
training are all important factors in GN' efforts to be an appeal-
ing and respected emplayer at all GN locations. GN plans to give
a higher priority to in-house recruitment and career opportunities.
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Also important is the opportunity for employees to develop their
professional skills on a regular basis, also through in-house develop-
ment programs made available in cooperation with Danish and in-
ternational consultants. The purpose is to strengthen each individual
employee personally ang professionally and to create networks that
promote efficient knowledge-sharing across business areas and loca-
tions. GN will continue to station employees at other business units,
also in other countries, in order to enhance cultural understanding
and to continue to develop the GN spirit that reflects the many na-
tionalities GN staff represent.

China is GN's largest country of operation, with more than 1,500
emplcyees; the United States is second-largest, with 1,400. GN is
committed to creating an international working environment in
Denmark, appointing more and more employees from abroad to
ensure that marketing and product design, in particular, have that
international *lgok and feel” that is essential to global success. GN
employs about 100 foreign nationals in Denmark, equal to almost
10% of staff.

Foreign Currency

GN has currency exposure only in connection with commercial
transactions. GN does not raise loans or place surplus cash in for-
eign currency unless doing so reduces a currency exposure,

With about 60% of revenue and some 65% of costs generated
in US dollars or US dollar-related cumrencies, GN's industrial competi-
tiveness and its EBITA are resilient to likely US dollar fluctuations.
Short-term fluctuations in the doliar would impact profit as and
when products manufactured at a given exchange rate are sold at a
different exchange rate at a later point in time, In the longer term,
Asian currencies will take on added importance in terms of both rev-
enue and costs. GN's cost base in China is approximately DKK 900
million. Revenue generated in China was DKK 100 million.

Financing

At December 31, 2005, GN had an equity ratio of 66% and net
interest-bearing debt of DKK 720 million. The interest cover was
46 in 2005.

The debt was mainty DKK-denominated with a duration of less
than one year, reflecting the asset composition with few non-cur-
rent assets when disregarding goodwill. Other things being equal, a
one-percentage-point increase in GN's finance costs would increase
net interest expenses by approximately DKK 7 million,

GN has sufficient credit commitments to finance growth. GN will
continue to apply debt financing in creating an appropriate capital
structure that reflects the cash flow generated from operations.

Financial Credit Risks

GN holds most of its cash funds as short-term money market de-
posits with banks that have a satisfactory rating with Moody's or
Standard & Poor's. GN's exposure to any single financial counter-
party does nat exceed 2.5% of such party’s equity. GN had cash

and cash equivalents of DKK 120 million at December 31, 2005.

Risk Management

In late 2005, GN began implementing a standardized and uniform
mapping, reporting and management of risk, and in early 2006,
the four business areas performed the analyses and processes
needed to identify and manage GN's principal risks. The corporate
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risk management function is compiling the results and will present
1o the management GN's overall risk scenario, operational risk man-
agement plans and the prospects of taking out insurance against
single events if considered financially feasible and appropriate.

The most critical single risks that could prevent GN from achieving
its goals would be major breakdowns at the production facilities at
Praesta, Denmark; Xiamen, China; and Bloomington, Minnesota in
the US. Having the ability to attract and retain employees is a sira-
tegic challenge, especially considering demographic developments.
GN's reputation and its many brands are also vital to the future of
the company. In addition, the ability to identify and master new core
technologies and to move quickly from idea to product are essential
in achieving the targets set.

GN's insurance program reflects the scope and geographical
location of its business operations. As GN business operations are
expanding substantially and will continue to do so over the next few
years, coverage requirements are reviewed not only when renewing
poficies, but also on a regular basis together with local and global
advisors.

GN takes out insurance policies for liability, property damage and,
when found appropriate and financially feasible, consequential loss.
Liability and property damage coverage is subject to global stan-
dards adapted to local conditions. The Executive Management en-
sures that coverage always complies with GN's policies, reflects GN%s
exposure, and keeps the Supervisory Board updated on the scope
and extent of the insurance program.

Corporate Governance

GN generally adheres to the recommendations on corporate gov-
ernance issued by the Capenhagen Stock Exchange. In 2005, the
Supervisory Board carried out an evaluation of the work it performs
and of its working relationship with the Executive Management.
This year's evaluation was conducted by the Chairman.

No member of the Supervisory Board elected at the general
meeting is or has ever been an employee of GN. Of the six board
members elected by the general meeting who are up for election
each year, four have served on the Board for less than four years,
The members of the Supervisary Board embody extensive business
and management experience from international businesses in the
shipping, pharmaceuticals, packaging, foods, and information tech-
nology industries, as well as the educationa! sector. The age fimit for
board members is 70.

The Supervisory Board held eight meetings during 2005. One was
a strategy meeting at the Xiamen factory where the Board reviewed
and defined the GN strategy. In addition to its continual business
foliow-up, the Board discussed risk management, IT strategy and
financial capadty at its meetings. The Supervisory Board has not set
up any sub-committees.

Pursuant to the Articles of Association, the Supervisory Board has
been authorized to increase the share capital by up to a nominal
amount of DKK 205 million, corresponding to 23% of the share
capital. The authorization is valid until 2010. The Supervisory Board
has also been authorized to increase the share capital as part of the
company’s share option plan. The authorization is for a nominal
amount of up to DKK 8 million and is valid until 2006. In addition,
the Supervisory Board has been authorized to issue employee shares
for up to 3 nominal value of DKK 13.2 million until 2007, The Arti-
cles of Association may be amended in accordance with the general
provisions of the Danish Public Companies Act.



Adequate, Timely and Simultaneous Communication to all Parties

Share Capital and Voting Rights

The company’s share capital of DKK 879 million is distributed on 220
million shares each carrying one vote. There are no restrictions on
ownership or voting rights.

The share capital will be written down to DKK 855 million, equal to
214 million shares, at the general meeting 1o be held in March 2006,
as a result of the share buyback program completed on June 30, 2005.
At the 2005 general meeting, 18% of the share capitaf was repre-
sented directly or by proxy.

The GN stock is 100% free fioat and the company has no dominant
shareholders. ATF, Kongens Viznge &, 3400 Hillered, Denmark, is the
only shareholder to have reported an ownership interest of more than
5% in the company. The company's 40,000 registered shareholders
hold in aggregate just over 70% of the share capital. Foreign owner-
ship is estimated at 50%. GN's holding of treasury shares equals 3.5%
of the share capital to meet obligations under the share option plan
and 2.7% deriving from the share buyback program. Both Danish
institutional investors and private investors hold some 20% of GN.
Members of the Supervisory Board, Executive Management and other
"insiders” hold 75,032 GN shares. The ten largest registered share-
holders held just over 30% of the share capital in aggregate at mid-
February 2006.

information Services

GN endeavors to provide adequate and timely information simulta-
neously to the market to provide the necessary framework through
which the share price will always refiect the companys situation and
its strategic opportunities.

Interim and full-year earnings releases are presented at meetings
arranged for finandial analysts, investors and the press. To ensure that
everyone has equal access, these meetings and the related teleconfer-
ences are all held in English and transmitted live at GN's Web site:
www.gn.com. All presentations are available from the Web site. Some
15 finanda! analysts in Denmark and abroad provide active coverage
of the GN stack.

With a subscription to GN's news and information services at
www.gn.com, interested parties receive news from GN immediately af-
ter the release of announcements to the Copenhagen Stock Exchange,
as well as the GN Magazine, which in 2006 will be issued four times.
GN Magazine elaborates on the interim reports and provides additional
information on new measures taken by the operational units and the
chaltenges they face. GN issued 32 announcements to the Copenha-
gen Stock Exchange in 2005, six of which pertained to insider trans-
actions in GN shares or GN options, while 11 related to the GN share
buyback. The announcements are available at www.gn.cormvinvestor/
announcements/2005.

The company makes an ongoing effart to strengthen relations with

in many cases through meetings organized by banks or stockbrokers.
During the year, GN took part in three events organized by the Danish
Shareholders Association and one arranged by the Danish Society of
Financial Analysts. In addition to the regular roadshows following the
release of each interim report, GN attended investor conferences in
New York, London and Stockholm.

Share Option Plans

In 2005, 92 employees including the members of the Executive Man-
agement were granted a total of 1,083,781 options running for five
years and with an estimated Black-Scholes value of DKK 17 million
at an average exercise price of 62. Thera were a total of 3,383,605
European and 2,185,066 American share options outstanding at
December 31, 2005, corresponding to 2.5% of the share capital.
Based on the average exercise price of 49, the outstanding options
had a calculated Black-Scholes value of DKK 213 miltion,

Proposals to be submitted to the AGM (extract)

The Supervisory Board intends 1o propose to the Annual General

Meeting that

« adividend of DKX 0.6 per share be paid in respect of the 2005
finandial year

+ the company makes a share buyback of up to a market value of
DKK 400 million

* KPMG be re-elected as auditors

* the board members elected by the general meeting be re-elected.

Share Price

Including declared dividends, the GN share provided a return of 41%
in 2005.

Shareholder Structure, February 2006 %
FOrRIgn INVESTOrS ....covt et ace e emere e rssarsrrsnsrssnsn 3 |
Danish iNStIULIONALS.........coovenrrccrerees ettt ene e 18
Private INVEStOrS B1C. vovvericeriir it e verrecnrse e e e sessnssenssseennens 17
Non-registered inVeStONS ........c..ovveicerieee e 28

TOLAD ..ottt ceesvsnrse s veastaessvensssssenssesnenenesnen 100

Financial Calendar 2006

March 21:  Annual General Meeting
The AGM will be held at 3.30 pm., CET at
Radisson SAS Falconer Center, Falkoner Alle 9,
DK-2000 Frederiksherg

May 9: Q1 interim report 2006

August 16: Q2 interim report 2006

Novernber 6. Q3 interim report
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Organic Growth Doubled

Q4 2005

The CC&O headsets revenue of DKK 454 million exceeded ex-
pectations and represented an improvement of DKK 114 million
relative to Q4 2004, Organic growth rose to 28% from 21% in Q3
2005, thanks to strong sustained growth in the US and resurgent
growth in Eurape. Generating sevenue of DKK 130 million, Hello
Direct continued to improve. Sales of wireless headsets to the of-
fice market rose by 75% relative to Q4 2004. Growth in the con-
tact center market is estimated at 5%.

New products accounted for 5% of Q4 revenue, the level being
due to the fact that, for commercial reasans, the division postponed
marketing of the next generation of wireless headsets until the first
quarter of 2006. Wireless products accounted for 44% of revenue.
Sales to offices accounted for about 70% of revenue.

Revenue was DKK 236 million in North America, DKK 190 million
in Europe and DKK 28 million in Asia and the rest of the World,

EBITA was DKK 95 million (a margin of 20.9%) up from DXK 75
million (22.1%) in Q4 2004. Hello Direct's low-margin business af-
fected the EBITA margin because of its larger revenue.

2005

The CC&O headsets business generated revenue of DKK 1,549
million in 2005, a 17% increase over 2004. The original guidance
for 2005 was for revenue of at least DKK 1.4 billion. As had been
expected, growth accelerated during the year. Wireless headsets
accounted for 41% of sales, or DKK 635 million, up from 31% in
2004,

During the first three quarters of the year, advances were driven
especially by the US office market. Europe saw resurgent growth
in the fourth quarter, The 2005 revenue from offices was just over
DKK 1 billian.

In addition to the success of wireless headsets and the growing
use of IP telephony, the surge in revenue was driven by intensified
marketing efforts and attractive market conditions in the US. In or-
der to promote further growth, people with experience and know-
how from international retail sales in related industries with short
product lite cycles have been appointed to the organization.

Hello Direct proved to be an efficient channel for the SOHO
segment in 2005, although its costs are higher than the rest of
the GN distribution channels, because customers generally buy
one headset at a time. Major corporate customers typically order
between 100 and 1,000 headsets at a time. Hello Direct generated
more than 70% of its revenue from GN headsets. Hello Direct grew
its revenue by 45% in 2005 to DKK 434 million.

Retail chains, along with their catalogs and Web sites, will be-
come important sales channels in the future. Accordingly, GN built a
good position in the US in 2005 that will be reinforced by additional
marketing resources.

At the CES fair in January 2006, GN presented its new wireless
family of products at prices ranging from USD 248 to USD 349. GN
believes it has the best product range in the industry at this time:
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the GN 9300 series, the GN 9120, the GN 6210, which encompass
both conventional telephony and VolP
Revenue was DKK 787 million in North America, DKK 655 million
in Europe and DKK 107 milfion in Asia and the rest of the World.
EBITA rose to DKK 313 million (a margin of 20.2%) fram DKK
257 millien (19.5%). Hello Direct's lower-margin earnings were out-
weighed by scale benefits from the greater level of activity.




The No. 1 Player in the Industry

Q4 2005
GN Moabile generated Q4 2005 revenue of DKK 264 million from
Jabra products (2004: DKK 188 million) and of DKK 223 million
from OEM headsets 2004: DKK 150 million). Wireless Bluetooth
headsets accounted for 85% of revenue. New products faunched in
2004 and 2005, including the Jabra JX10 and the Jabra BTS00, ac-
counted for more than 90% of revenue. At the beginning of 2006,
GN's portfolio consisted of more than 30 Jabra products and more
than 10 OEM agreements. Jabra stereo headsets were introduced in
stores in the first quarter of 2006.

Revenue was DKK 297 million in North America, DKK 166 mitlion
in Europe and DKK 24 million in Asia and the rest of the World,

EBITA was DKK 25 million (2 margin of 5.1%)} against DKK 2 mil-
lion (0.6%) in Q4 2004,

2005

The full-year revenue was DKK 1,860 million against DKK 1,198 mil-
lion in 2004. The original forecast was for revenue of at least DKK
1.3 billion, assuming OEM sales of at least DKK 300 million, Actual
QEM revenue was DKK 1,036 million, corresponding to 53% of to-
1al revenue. Actual Jabra revenue was DKK 924 million, correspond-
ing to organic growth of 36%.

The overall Bluetooth market nearly doubled in terms of units sold
in 2005, The 75% revenue improvemnent on the US market in 2005
was driven by the launch of Bluetooth technology on the US tele-
phone market. The new managemenit in Asia lifted sales several times
over.

Like it did the year before, GN launched the widest-ranging family
of products at the CeBIT fair in March 2005. GN introduced a total
of 25 new products on the market in 2005: unfortunately, capacity
constraints in the development department caused several launches
to be delayed until the end of the year, including the award-winning
Jabra JX10.

GN Mobile has 250 employees, not induding the supply chain
staft. At the beginning of 2003, when mobile headsets were spun off
into an independent business area, the head count was less than 50.
The dramatic expansion of the organization ties up a lot of resources.
Going forward, thete will be released gradually for customer-oriented
initiatives. Achieving the goal of creating a strong international Jabra
brand will continue to require a great deal of investment in develop-
ment and marketing on all existing and new markets.

GN launched three new products at the CES fair held in the US in
early January 2006, including the first of a number of abra stereo
headsets for telephony and music. No one else at the fair was able
to present such an extensive range of wireless products, giving GN
good reason to expect that the company can retain its current market
share, which is built upon all product categories and price segments.

Revenue was OKK 1,264 million in North America, DKK 583 million
in Europe and DKK 113 million in Asia and the rest of the World.

EBITA rose to DKK &1 million {2 margin of 3.1%) from DKK 20 mil-
lion {1.7%) in 2004.
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Profitable Growth Takes Top Priority

Q4 2005
GN generated hearing instrument revenue of DKK 776 million in
October, November and December, compared to DKK 858 million
in Q4 2004, Organic growth was 1%, reflecting a very weak mar-
ket with satisfactory demand for GN's pramium products, but also
a drop in sales in the medium- and low-price product categories,
The ReSoundAlIR and the other open-fitting products continued to
generate sales growth, even after almost three years on the mar-
ket. The innovation rate was 60%. The improvement over the third
quarter was driven by the ReSound Metrix.

Revenue was DKK 297 million in North America, DKK 378 million
in Europe and DKK 101 million in Asia and the rest of the World.

EBITA was DKK 146 million (3 margin of 18.8%) against DKX 168
million (24.1%) in Q4 2004 e.g. due to an overall DKK 58 million
tnvestment increase in sales, marketing and development relative to
Q4 2004,

2005

Revenue improved to DKK 2,795 million from DKK 2,670 million in
2004. Net of the INTERTON acquisition, organic growth was 3%,
which was in line with the original guidance, The growth momen-
tumn was affected by GN's older medium- and low-price product
portfolio, which was recently renewed with the launch of the
ReScund Pixel and the ReSound PlusS. Sales of cochlear implants in
Japan were discontinued in early 2005,

Beftone’ all-new product portfolio has reversed several years
of negative performance, and the brand now contributes 25% of
overall revenue. Improvements were reported both in and outside
the United States. The Beltone network is constantly expanding, but
stronger competition in the retail segment among hearing insteu-
ment manufacturers and expansion in the major dispenser chains
has held back the improvements.

The planned extra resources allocated to marketing had the in-
tended effect, as could be seen at the AAA fair in Washington in
April and the EUHA fair in Nuremberg in October. The new high-
profile marketing style continues, as most recently witnessed at the
February 1, 2006 launch of the ReSound Pixel and the ReSound
Plus5.

In Novemnber, GN acquired German company INTERTON. As a
strong value-for-money supplier in the mediura- and low-price
segments, INTERTON complements GN ReSound’s distinct technol-
ogy profile in the premium segment, which is extremely important
on the North American market. Prior to acquiring INTERTON, GN
was only able to sell ReSound products to dispensers who carried
products from more than one manufacturer, because on the North
American market, Beltone devices are sold exclusively through the
Beltone network, INTERTON also gives GN access to new sales chan-
nefs such as Costco, the second-largest discount retail chain in the
United States. Also, INTERTON has doubled GN's market share in
Germany in terms of units sold.

Revenue was DKK 1,118 million in North America, DKK 1,282
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million in Europe and DKK 395 million in Asia and the rest of the
World.

EBITA rose to DKK 557 million (a margin of 19.9%) from DKK
532 million (19.9%) in 2004. The EBITA margin was lifted by the
continued improvement of the grass margin from 61% in 2004 to
65% in 2005 and adversely affected by, among other things, the
DKK 126 million investment increase in sales, marketing and devel-
opment,




| G Otometrics |

Profit ahead of Growth

Q4 2005
Revenue was DKK 88 million, down from DKK 97 million in Q4
2004. The decline was due to a drop in business activity in patient
data management software and subdued market growth on the
US market for audiologic diagnostics equipment.

Revenue was DKK 28 million in North America, DKK 40 million in
Europe and DKK 20 million in Asia and the rest of the World.

EBITA was DKK 5 million (@ margin of 5.7%) against a loss of DKK
3 million (minus 3.1%) in Q4 2004.

2005 :

Revenue fell to DKK 324 million from DKK 348 million in 2004,
The drop was due to slower business activity in patient data
management software and the business platform having been
trimmed. Going forward, GN will concentrate on clinical diagnosis
of hearing loss and balance disorder testing, as well as hearing in-
strument fitting systems, which contributed 85% of 2005 revenue.
GN plans to continue serving existing patient data management
customers, but the business area will not be expanded.

The product launch strategy has also been amended: instead of a
small number of major faunches, GN will more frequently be releas-
ing refatively small upgrades and innovations that offer integration
with existing hardware and software at hearing clinics and forward
compatibility. GN launched four new products in 2005, compared to
two in 2004.

The project to outsource parts of the semimanufactures produc-
tion to subcontractors in the Far East is almost complete, and the
units in Denmark and the United States now mainly handle the final
assembly of the instruments as well as development, sales and mar-
keting and customer service.

Overhead costs fell substantially in 2005, due to major cuts in
head office staff and the merging of four Iocations into two.

Revenue was DKK 78 million in North America, DKK 198 million
in Europe and DKK 48 million in Asia and the rest of the World.

EBITA rose to DKK 1 million (a margin of 0.39%) from a DKK 7 mil-
lion loss {minus 2.0%) in 2004,

OTHER BUSINESS ACTIVITIES

The GN Great Northern Telegraph Company reported revenue of
DKK 21 million against DKK 16 million in 2004. EBITA was DKK 6
million against a loss of DKK 2 million in 2004. DPTG /S, in which
GN holds a 75% stake, is still a party to arbitration proceedings
with Telekomunikacja Polska 5.A. Due to developments in the case,
DPTG U5 has increased its claim to DKK 5.0 billion for the peried
from 1994 to mid-2005. The previous claim was for DKK 1.6 billion
for the period from 1994 to 2002, DPTG's agreement with TPSA
covers the period 1994-2008.
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